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THAILAND 


OVERVIEW 


Thailand achieved its target of a 7 percent growth rate in 1977, despite 
moderate to severe drought conditions in parts of the country, and 
prospects are bright for the same growth rate during 1978. Again, manu- 
facturing, construction, and mining provided an important thrust for 

this performance. Nevertheless, agriculture continues to be the most 
important productive sector of the economy, and priority attention is 
being given to agricultural development on which so much of the country's 
future depends. 


A record trade deficit of over one billion dollars was, in part, a con- 
sequence of accelerated development. Although petroleum was the single 
largest component of the import bill, large capital equipment and raw 
material imports also contributed prominently to the deficit. The new 
Kriangsak government is now adopting measures aimed at reducing excessive 
imports, but selectively, so as not to jeopardize expansion of the 
economy. Steps have been taken to stringently reduce luxury imports, 

and the government is carefully controlling capital goods imports to 
restrict imports in those sectors either already producing non-exportable 
surpluses or showing minimal growth prospects. In addition, the govern- 
ment has unpegged the baht from the dollar and attached it to a basket 

of currencies, largely dollars, marks and yen, in order to insulate the 
baht from possible future fluctuations of the dollar. 


Thailand's credit rating remains high, and with continued political 
stability the country should have little difficulty in securing sufficient 
credits and attracting investment to bridge its present current account 
deficits as well as assuring continued growth. 


Thailand's new government shows promise of being able to reconcile the 
divergent interest groups that have been a source of instability in the 
past. In addition, it has shown a capability for taking the difficult 
decisions necessary to protect the country's economic viability. The 
amelioration of economic and social disparities left unsolved during 
previous periods of growth is one of its more urgent tasks. 


Within the near future, decisions will be made to exploit the substantial 
natural gas deposits in the Gulf of Thailand as well as to commence other 
large industrial and infrastructure projects. Given the present buoyant 

state of the economy, these projects should assure a healthy growth rate 

and a favorable investment climate well into the future. 





THAILAND - KEY ECONOMIC INDICATORS 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


Exchange Rate: US$1.00 = % 20.0 1975 1976 1977 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 14,820 16,566 
GNP at Constant (1962) Prices 10,192 10,788 
Per Capita GNP, Current Prices (US$) 354 386 
Gross Fixed Capital Formation at 
Current Prices 3,442 3,871 
Personal Income 10,922 11,996 
Indices: (1963 = 100) 
Agricultural Production 
Rice (Paddy) 129.7 130.2 
Maize 333.8 311.9 
Sugar 403.5 35443 
Labor Force (in thousands) 20,097 20,621 


MONEY AND PRICES 
Money Supply 1,749 2,031 
Interest Rates Commercial Bank 
Prime 411.5 10.5 11.0 
Indices: 
Wholesale Price (1968 = 100) 182.6 189.8 199.9 
Consumer Price (Oct 64-Sept.65=100)180.8 188.4 201.9 


Balance of Payments and Trade 
Gold & Foreign Exchange Reserves* 1,484 1,219 -17.9 


External Public Debt 830 p eh +38 .7 
Annual Debt Service** 460 456 - 0.9 
Balance of Payments - 4 -377 
Balance of Trade -604 -1,015 +68.1 
Exports, FOB 3,040 3,559 +17.1 
U.S. Share 305 339 +11.1 
Imports, CIF 3,644 4,574 +#25.5 
U.S. Share 487 570 +17.0 
Main Imports from U.S.: (1977)(Mil.$): Machinery, Mechanical appliances 
and parts (72.1); Vehicles (18.1); Electrical Machinery (47.5); Cotton 
(59.7): Fertilizer (37.8); Tobacco (40.6); Iron and Steel (46.5); 
Paper-making material (11.3); 


Footnotes: *Net Foreign Exchange Position 
*kIncludes short-term repayment 
Source: National Economic and Social Development Board; Bank of Thailand; 
Business Economic Department; Customs Department; Department of 
Labor 





The Economy - A Mixed Performance in 1977; Some Improvement in View 
for 1978 


The Thai economy registered respectable gains in construction, mining, 
and manufacturing, and fared well in terms of both agricultural and 
mineral export prices and tourism in 1977. In many ways the economic 
performance was an improvement over the previous year, as Thailand 
reached the targeted growth rate of 7 percent. Nevertheless, these 
gains were attenuated by lagging productivity in the agricultural 
sector, serious drought conditions in parts of the country, and a 
record foreign trade deficit. Although declining food prices in Decem- 
ber kept the rate of inflation just under 10 percent, price rises in 
other commodities caused serious concern that real wages would deteri- 
orate for the workers. The rate of inflation will likely surpass 

10 percent in 1978. 


Although the country's reserve position remains strong, it is obvious 
that a second year of large trade deficits would prejudice the con- 
tinuing strong growth rate of the economy as well as dissipate efforts 
to create a favorable investment climate. Measures are being taken 

to reduce the trade gap, but there will continue to be a sizeable 
current account deficit in 1978. Nevertheless, domestic investment 

in construction and industry, which had picked up in 1977, will continue 
to accelerate in 1978 and fuel the present boom-like atmosphere in the 
urban sectors of the country. Paradoxically, foreign investment during 
the period appears to be lagging far behind domestic investment despite 
the liquidity of foreign banks and their willingness to extend credit. 


Although the government is shifting attention and resources to ameliorate 
the problems of the agricultural sector, the near-term impact of develop- 
ment programs will be limited. Agricultural production and hence agri- 
cultural exports will probably drop in 1978. However, high rice prices 
in world markets, some 40 percent above 1977 levels, will offset the 
anticipated volume shortfall in foreign sales to about a 10 percent drop 
in income. Tin and rubber prices also remain high. As a consequence, 
Thailand will likely attain a targeted growth of 7 percent in 1978. 


The Kriangsak Government Takes a Stronger Hand in the Direction of the 
Economy 


One characteristic distinguishing the present government from its pred- 
ecessors has been its willingness and political courage to take 
unpopular measures for what it considers to be the longer term best 
interest of the economy. Commencing with the ban on certain luxury 
imports in January, the Kriangsak government inaugurated measures to 
reduce the country's trade deficit which reached a new high in 1977. 
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Although the import ban had only a minimal effect on the level of imports, 
it nevertheless was a successful trial balloon and became a precursor 

for further government actions. On March 8 the government announced an 
increase in tariffs on some 141 luxury imports--many of them items 
already produced in Thailand--as well as higher gasoline prices. Govern- 
ment spokesmen explained that large increases in tariffs would only 
affect the purchasing power of the wealthy consumer and that the cost 

of living for lower income consumers should not increase by more than 

one percent. Although these measures have been subject to sporadic 
protests, particularly from the labor unions, they appear to have gained 
wide support within the business and banking community. As a result, 

the government was given further credit for being able to take the hard 
and difficult economic decisions essential for the viability of the 
economy. Toward the end of March the government announced plans to 
screen imports of capital equipment for the sugar industry. Further 
measures are anticipated in the course of the year to slow down the 
imports of capital equipment for less essential industries. On the other 
hand, the government is committed to maintaining an open economy, and 
prospective restraints on the imports of capital equipment will be 
carefully applied so as not to impede desired investment. 


The Baht Unpegged from the Dollar 


In an accompanying step to the March 8 increased tariff measures, the 

RTG announced that the long term tie with the dollar had been broken 

and that within 90 days the baht would be tied to an as-yet-unannounced 
basket of currencies. As explained by Thai government spokesmen, the step 
was taken as a result of the recent fluctuations in the value of the 
dollar. This move would give the baht both stability and flexibility 

in foreign exchange markets. Shortly afterwards, however, the Bank of 
Thailand affirmed the exchange rate would temporarily remain unchanged 
and that it would be supported by the Bank's Exchange Equalization Fund. 
Bank officials have indicated that any future changes in the dollar/baht 
parity rate would be carefully considered and would be determined by 
future dollar rates and would likely pose minimal problems for the 
commercial banks. In fact, there was no immediate change stemming from 
the unpegging, but the action did point up the government's intention 

to continue its more activist role in the direction of the economy. 

These moves have not been without their critics in Thailand, who point 
out that the measures will have only minimal effect on the balance of 
trade. These critics are also disturbed that the government plans 

more bureaucratic intervention in the marketplace--even if well intentioned. 


The New Government's Economic Policy 


In October 1977 a new government under General Kriangsak Chamanan assumed 
power from the previously appointed civilian government, and on December l, 
1977, announced its overall economic policy, which contained the following 
points: 
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1. Adherence to the Fourth National Economic and Social Development 
Plan, which emphasized rapid development of rural Thailand, particularly 
the poorest sections of the country. The program entails acceleration 
of rural development programs including water resources development, 
feeder road construction, reforestation, and increasing agricultural 
productivity through the use of irrigation, fertilizers, and better 
yielding seeds. Both domestic and foreign investment in industries 
utilizing agricultural products would be encouraged and facilitated. 


2. Promotion of labor-intensive industries using local resources, 
especially those with export potential. Special consideration would be 
given to those investing in the tourist industry. 


3. Accelerated development of transportation, communication, and weather 
forecasting services. This would include improvement of the mass transit 
systems in the Bangkok metropolitan area as well as highway and rail 
freight delivery systems. Accelerated construction of a deep-sea port 
at Laem Chabang and, as a short-term measure, improvement of the Don Muang 
International Airport. In the longer term, a new international airport 
is envisaged to meet the expanding needs of national and international 
airlines. 

4, Establishment of fair market prices for both consumers and producers 
consistent with the development of a free enterprise system as well as 
expansion of overseas markets to include socialist countries. (There 
is no intention here to set wage and price guidelines, only an effort 
to correct a tendency of previous governments to maintain prices of cer- 
tain commodities at artificially low levels.) 


5. Improvement in the efficiency of state-owned public utilities. Other 
state enterprises which are inefficient or are competitive with private 
business will be disbanded or sold. 


This program was favorably received by the business community, and the 
government has given every indication that it intends to carry it out. 


Despite continuing problems with the bureaucracy and some lingering mis- 
trust of the government as an institution, business confidence in the 
Kriangsak government is high. 


Significant Balance of Payments Deficit Likely in 1978 


Thailand will, for the second year in a row, undoubtedly have a sub- 
stantial balance of payments deficit in 1978. It is not likely that 
exports will grow nor imports decline as fast as is necessary to regain 

a balance. Income from services will partly offset the deficit in the 
trade account. While tourism in 1977 increased some four percent over 
1976, its growth rate has been a source of disappointment to Thai authori- 
ties. Neighboring countries with significantly less tourist potential are 
registering much higher growth rates in this sector. 
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Thailand will continue to have recourse to borrowing from international 
banks over the next few years. Thailand's initial venture in the Euro- 
dollar market in 1976 was a $100 million five-year loan which carried an 
interest rate 1 3/8 percent over the London Inter-Bank rate. In February 
of this year Thailand made its second foray into the Eurodollar market. 
In 1977 borrowing totaled some $60 million, and further loans in excess 
of $60 million are being solicited and will be concluded shortly, accord- 
ing to banking sources. Thailand also intends to draw upon the IMF Trust 
Fund derived from sales of IMF gold. Even with this increased borrowing, 
a balance of payments deficit in excess of $150-200 million is likely 

for this year. With a strong net foreign exchange reserve position 

($1.2 billion as of November 1977) and a low debt service ratio (about 

15 percent, public and private), managing the prospective deficits will 
not be too troublesome. Net reserves recently have fallen from five 
months imports to four months, but again the deficit problem is not 
serious as Thailand continues to enjoy an excellent international credit 
rating. 


Imports Continue to Outpace Exports 


Last year was a year of healthy growth for Thai exports, up 15 percent 

over 1976. Record rice exports of 2.8 million metric tons, valued at 

$674 million or 17 percent of total exports, were the largest single factor. 
But with anticipated low domestic stocks and approximately 10 percent 

lower rice production during the 1977-78 season, restraints have been 
imposed on rice exports. As a consequence, the government has lowered its 
1978 rice export forecast to a conservative 1.2 - 1.4 million metric tons, 
or 55 percent below 1977. The actual production level may well be 

higher. A considerable effort is being made this year to bring in a 
sizeable second rice crop, and rice prices remain high in world markets. 


Drought conditions have also affected the corn crop and new export restraints 
will significantly lower exportation of this crop. With large crops of 
competitive animal feed produced in Europe, the outlook for tapioca is 

less bright than it has been for the past few years. There is little 
prospect for increases in sugar prices and no prospect for the kind of 
production increases that Thailand has recorded in recent years. Pros- 

pects for natural rubber and tin, currently in good demand, depend on 

the high level of industrial activity in the developed countries. All 

in all, 1978 shapes up as a period of difficulty for Thai export earnings. 


Imports in 1977 were 29 percent higher than in 1976. Petroleum imports 
have been the fastest growing item. They alone account for between 20-25 
percent of total imports. In terms of importance, petroleum imports are 
closely followed by vehicles and spares and more distantly by iron and 
steel and electrical appliances. 


In an effort to slow down the burgeoning trade deficits, the Thai govern- 
ment in March announced a two-pronged program of higher import taxes and 
unpegging the baht from the dollar to a basket of currencies. The higher 
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tariff level affects 141 commodities. Textiles and footwear, consumer 
electrical equipment, passenger cars and motorcycles, and finished con- 
sumer manufactures are the hardest hit by the new taxes. Most capital 
equipment and farm implement machinery will not be affected by the new 
tariff schedule and should continue to enjoy growing markets in Thailand. 


The government estimates about $150 million in new revenue will be genera- 
ted by the revised tariff schedule but is uncertain of the import damp- 
ening effect. Combined with more stable export earnings from pegging 

the baht to a basket of currencies, the new policy could reduce the trade 
deficit by as much as $300-400 million. 


Increased imports reflect the healthier state of the Thai economy with 
much of the import bill accounted for by material and capital equipment 
needed for Thai manufacturing and development. The new policy, however, 
reflects the authorities’ concern that the level of imports is too high 
and the country will have to be increasingly selective about the composi- 
tion of its imports to reduce the trade deficit. 


A new departure of the Kriangsak government has been its efforts to open 
and enhance trade relations with Asian and European Communist countries 
as well as with Arab states. These countries are seen as potential 
customers for textiles now in surplus as well as agricultural and fishery 
products. 


Industry, Transportation, and Mineral Developments 


The Kriangsak government has reaffirmed the previous government's commit- 
ment to develop the large natural gas deposits in the Gulf of Siam. To 
that end, the Natural Gas Organization of Thailand (NGOT) in February 
selected Chase Manhattan Asia as a financial consultant and narrowed 
the choices to a short list of three U.S. firms from which an engineering/ 
management consultant will be selected. It is anticipated that by mid- 
1978 the RTG will have made their selection and will be well on the way 
toward naming a prime contractor for the pipeline project. The key to 
ultimate progress remains an agreement with Union Oil Company and Texas- 
Pacific Company on a wellhead price for the gas the two firms have dis- 
covered in the Gulf. The NGOT held rounds of talks with each of the 
firms in March. 


On the industrial front, the RTG in March banned construction of new 
textile industry plants or the expansion of existing plants. Only garment 
makers were exempted. The objective is to assist the ailing textile 
industry, which, with a work force of 200,000, is the nation's largest. 
Although producers of fibers and garments have, in general, shown profits, 
many textile industry firms have been in trouble (1) since the loss of 

about 15 percent of the export market when Vietnam and Cambodia fell in 
1975, and (2) because of the imposition of restraints in 1976-77 on exports 
to major textile and garment markets in the U.S., Western Europe, Australia, 
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and Japan. Resumption of shipments to the Socialist Republic of Vietnam 
and to Cambodia, which might follow recent steps to normalize political 
relations with these countries, could, however, improve the industry's 
prospects. In that regard, commercial airliners (except Pan American, 
Korean Airlines, and China Airlines) on March 23 began overflying Laos 

and the Socialist Republic of Vietnam for the first time since the fall 

of Saigon in April 1975. Reopening of the route (Amber One) cuts 1% hours 
off the 3%-hour flight time required to skirt Cambodia and Vietnam on 
flights between Bangkok and Hong Kong. 


In contrast to most textile industry firms, the nation's miners have rarely 
been busier or more prosperous. Buoyed by high world prices for tin and 
tungsten, Thailand exported minerals and tin metal worth $320 million in 
1977. Of this total, tin accounted for about $250 million. For the year, 
minerals ranked fourth as a major export, after rice, tapioca, and sugar. 
Production in the first quarter of 1978 continued at record rates, but 
government and industry leaders are naturally uneasy about USG plans to 
dispose of as much as 50,000 tons of tin, and lesser amounts of tungsten, 
from the U.S. stockpile. 


Planning efforts continued to develop zinc, rock salt, potash, and uranium 
deposits in the north and northeast and to construct a new international 
airport, a deep-water port, and a railway to the proposed port. However, 
to date, final decisions are still pending on these projects. 


Labor Situation 


Following the October 1977 coup, the current Thai government gradually 
relaxed most of the restrictions on organized labor with the exception of 
the ban on strikes and the prohibition on political activities. It also 
established a dialogue with the more prominent leaders of the labor move- 
ment and officially recognized the Labor Congress of Thailand, the first 
broadly based labor union federation. 


In recent months there have been some signs of increased labor unrest. 

Labor leaders are anxious to resume effective collective bargaining with 
the right to strike and workers are frustrated by the impact of inflation 
on their real income. The Thai government is concerned about these matters 
and is considering such measures as an adjustment in the minimum wage rates, 
introduction of a social security system, and development of an incomes 
policy. 





Implications for the U.S. 


As the Thai government continues to accelerate its spending for the Fourth 
Five Year Plan (1977-81), potential sales opportunities for U.S. products 
and services, both in the public and private sectors, will increase. 

Major projects in the Plan call for expenditures in excess of $9 billion. 
Foremost among these projects are the natural gas pipeline (Thailand's 

No. 1 priority), communications, electrical power generation transmission 
and distribution, bridge and highway construction, rapid transit systems, 
deep-sea port and airport development. In the private sector, some $1.3 
billion in 26 projects are planned. Some of these projects are new, while 
others entail major expansions of existing production facilities in the 
cement, steel, tin smelting, pulp and paper, food processing and packaging, 
pharmaceuticals, and mining industries. Significant opportunities exist, 
not only for U.S. products but for engineering services as well. 


Substantial sales opportunities continue to exist in agro-industries. In 
addition to the food processing industry, sales prospects are particularly 
attractive for U.S. exporters of agricultural machinery, agricultural 
chemicals, animal health products and feed additives, silos and bulk food 
storage facilities, grain milling equipment, quick freeze and cold storage 
equipment. 


Expanding medical facilities in Thailand offer excellent sales opportunities 
for U.S. suppliers of sophisticated electro-medical and surgical equipment 
as well as for a host of other medical and hospital equipment, supplies and 
apparatus. There are also expanding markets for materials handling equip- 
ment, printing and graphic arts, and automotive diagnostical and maintenance 
equipment. American exports to Thailand have continued to increase in 
recent years, and this trend is expected to continue. Nevertheless, 

because of Thailand's growth prospects and strong reserve position, it is 
becoming an increasingly competitive market. Both European and Asian 
competitors are notably stepping up their efforts here. U.S. firms will 
find it necessary to compete more aggressively if they expect to maintain, 
if not increase, their shares of this growing market. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
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